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2 KEY ECONOMIC INDICATORS 


ITEM AND DATE OF MOST RECENT DATA 1972 1973 1974 %Change 


(In million U.S.$ unless otherwise stated, converted from DKR figures at the 
exchange rate of $1.00 = DKR 6,25) 


GNP at current prices (SSNA) 23 .317 26,774 31,422E +17.4% 
GNP at constant prices (1972) 23 , 317 24,207 24,812E + 2.5% 
GNP per capita (constant prices)(1972) 4,449 4,816 4,907E + 1.9% 
Investment, % of current GNP 21.8% 23 . 2% 21.8%E --- 
Money Supply (MI) (1/74) 5,931 6,553 6,156 + 9.2% 
Bank Lending 4/74 8,608 9,937 10,327 +14,.6% 
Government Bond Debt (5/74) 1,455 1,439 1,582 + 9.9% 
of which external 1,005 1,012 1,170 +16.7% 
Government cash holdings (5/74) 1,194 1,719 2,200 +42.,8% 
Fiscal surplus or deficit (FY ending 
3/31) + 20 + 344 + 643E 
Banks' lending rate (4/74) 9.5 11.5 12.5 
Official Discount rate (5/74) 7.0 9.0 10.0 
Effective yield, mortgage bonds (6/74) 12.0 14.6 17.5 
Current balance of payments (3/74) -74 -471 -514 
Foreign exchange reserves, incl. SDRs 963 1.243 1,132E 
Farm production, current prices 2,152 2,774 2,820E 
of which animal production 1 ,@¢se 2,361 2,350E 
Grain production, 1,000 MT 7,046 6 ,656 A. ®. 
Industrial production 10,083 11,866 Be. 
Electric power consumption Mill. kwh 16,701 17,408 5,789 
Construction starts, 1,000 sq.m. (3/74)13,310 12,907 2,477 
of which residential 9,450 7 ee. 1,342 
business 2,680 931 
institutional 1,179 205 
Home units in process (3/74) 66,417 56 ,908 
Employment, mfg., 1,000 (2/74) 305 319 
construction (2/74) 172 165 
non-owner farm 32 n.a. 
Insured unemployment, 1,000 (4/74) 30 31 
in % of insured Boe . Bat 
Indices (Base year in parenthesis): 
Hours worked in manufacturing (1972)(2/74)100 102 
Hrly industrial wages (1972)(2/74) 100 131 
Consumer retail sales (1968) (3/74) 147 163 
Cost of living ex.tax (1/1971) (4/74) 110 132 
Consumer prices w.tax (1964) (4/74) 164 
Wholesale prices (1968) (4/74) 122 
Imported raw materials (1968) (4/74) 118 
Building costs (1/1968)(4/74), apts. 130 
one-family 134 150 
Foreign trade (4/74) 
Total exports f.o.b. 4,821 6,008 
Exports to the U.S. 383 422 
Total imports c.i.f. 5,608 7,514 
Imports from the U.S. 399 500 
from West Germany 1,056 1,509 
from Sweden 899 koeave 
from U.K. 693 829 
Main exports to the U.S.: Meat, fish and dairy products; industrial equip- 
ment; raw furs; furniture; enzymes; textiles. 
Main imports from the U.S.: Industrial equipment; soybeans; grain and feed- 
stuffs; aircraft; chemicals; instruments; plywood. 





SUMMARY 


While the slightly reduced growth rate of the Danish economy in 
1973, to a level below 4 percent, reflected reduced gains in se- 
lected sectors, slackening trends are more widespread this year 
and overall expansion may drop to about 2 percent. Most notable 
are the declines in residential construction from previous 
boom levels and in public spending, which is being deliberately 
curtailed to reduce inflationary and payments pressures, The 

rate of inflation is accelerating, however, affected both by higher 


prices of imported goods, predominantly oil, and by domestic cost 
factors. 


Industrial investment picked up sharply in 1973 and has maintained 
a good pace thus far this year, but some flattening is expected. 


The deterioration of terms of trade, despite quantitatively fa- 
vorable foreign trade developments, will result in very heavy 
trade and payments deficits this year and Denmark continues to 
resort to foreign loans to preserve reserves. 


Despite many negative factors, the business climate thus far has 
remained relatively optimistic outside the construction sector. 
Expectations of increased export sales, in particular, have kept 
investment programs at a sustained level. 


The overall foreign trade picture is very blurred, with imports 

up 50 percent at current prices but actually expanding 10 percent 
or less in real terms. In general, a flattening market may be 
forecast for the remainder of 1974 and part of 1975 with prospects 
of resumed expansion later, 


U.S. exports to Denmark show varying patterns. Competition from 
Denmark's EC partners and overseas associates is cutting into 
traditional markets for U.S. farm produce. In other instances, 
short supply has apparently prevented the exploitation of other- 
wise favorable market opportunities. American exporters would 
benefit from showing more active interest in the Danish market 
for industrial investment goods but are doing well in sales of 
electronics, aircraft and drilling gears. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Accelerating Inflation Despite Slackening Activity 


The real growth of the Danish economy in 1973, at a rate just 
below 4 percent, was less than expected. Despite continued price 
gains, net output in agriculture declined, and public utility 
activity, affected by the oil crisis, also turned downward. The 
manufacturing sector, however, continued to expand at an annual 
rate close to 7 percent. Several other sectors registered higher 
than average growth (construction, transport, government services) 
but with a slackening tendency over the year. Concomitantly, 
however, the rate of inflation accelerated under the impact of 
both foreign and domestic factors. In the first half of 1974, 
the trends toward slower production growth and stronger inflation 
became more pronounced. Overall expansion this year may drop 

as low as 2 percent while the rate of inflation expectedly will 
exceed 15 percent. 


Investment Leveling After Strong Pick Up Last Year 


In 1973, rather strong expansionary tendencies continued in most 
sectors except public construction, which was deliberately kept 
down in order to shift scarce resources to productive industries, 
The residential construction boom from 1972 spilled over into 
the better part of 1973 and, despite sharp drops in building starts, 
will keep homebuilding activity at a fairly high level also in 
1974. Business investment, after several years of hesitancy, 
picked up sharply in 1973, prominently in new equipment, but is 
now leveling off. An extraordinarily strong build-up of inven- 
tories in 1973 reflected both the termination of the import sur- 
charge and international price developments and is not likely 

to be repeated this year. 


Chronic Payments Problem Magnified by Oil Crisis 


Despite windfalls from EC membership, Denmark's chronic deficit 
on the balance of payments (current account) in 1973 reverted 

to the past level of some $500 million after a brief breathing 
spell in 1972. With the surcharge off and investment recovering 
once the EC membership decision was made, imports picked up ra- 
pidly and faster than exports. Even before the oil crisis, pros- 
pects for an improved balance in 1974 were dim. With almost trip- 
led oil prices and rising costs of many imported raw materials, 
the situation became greatly aggravated to the point where the 
Danes must expect a payments deficit this year of some $1.3 bil- 
lion. 


The deteriorating balance of payments has not yet affected the 
exchange reserve position, nor the international position of the 
Danish kroner. Exchange reserves have been bolstered by extensive 





foreign credit drawings, either by business, encouraged to bor- 
row abroad by high costs of money at home, or directly by govern- 
ment, While fears that Denmark's credibility with foreign lend- 
ers might become weakened thus far remain unsubstantiated, the 
annual deficit obviously has reached proportions which call for 
radical adjustment to the changed conditions of world trade. 

It makes the adjustment process no easier that this is a problem 
shared with many other oil-importing nations. 


Economic Policy Handicapped by Political Impasse 


The Danes had hoped through long-term economic planning to shift 
resources gradually from the domestic to the export sector, hence 
to arrive at external equilibrium over a period of 5-7 years. 

The recovery of business investment coinciding with slower growth 
in the public and residential construction sectors were positive 
steps in this direction. However, with the impact of higher prices 
on oil as well as on other imported raw materials of crucial im- 
portance to Danish industry, time is running out much faster and 
Denmark can no longer--or, at least, not to the same extent--rely 
upon export gains to solve the payments problem, 


Unfortunately, the emphasis which present circumstances place 
upon domestic demand management coincides with a political impasse 
which greatly complicates a rational solution. The minority Mo- 
derate Liberal government, commanding only 22 of the Parliament's 
179 seats, must balance between, on the Left, a much weakened 
Social Democratic Party hard pressed by extremist groups, and, 

on the Right, a conservative wing dominated by an anti-tax, po- 
pulist movement which gained 28 seats at national elections last 
December. Nonetheless, some steps have been taken, 


Efforts to combat inflation have been made by sharpening price 
controls (following a short price freeze) and, when unions refused 
to trade scheduled cost-of-living benefits for tax refunds, a 
temporary business wage subsidy to curtail production unit cost 
rises was provided. The wage subsidy was, in turn, financed in 
part by a compulsory taxpayer savings scheme. In May, a series 

of higher excise taxes on automobiles and consumer durables were 
adopted, aimed at reducing demand and cutting the top off the 
import bill this year. In June, the government succeeded in gain- 
ing support for a 4-year housing program which, while probably 

not sufficient to remove incentives toward over-investment, may 
provide greater stability and reduce speculative factors in this 
sector. For the fall, an ambitious tax reform program to cut 
middle-income taxation by one-third remains on the agenda. The 
government plan would also raise the value-added tax from 15 per- 
cent to 20 percent and reduce public budget growth significantly. 





Although the program is balanced in cash terms, its net effect 
would probably be one of fiscal restraint. More important, re- 
duced income tax progression might encourage production efforts 
by both business and employees and, conversely, reduce incentives 
toward tax-evasive, but non-productive, investment. The tax pro- 
gram may become linked, directly or indirectly, to incomes policy 
measures in connection with the biennial labor contracts which 
must be renewed by next spring. In the meantime, already imple- 
mented budgetary austerity has,-if not quite removed the stimu- 
lative impact of public outlays, at least brought budgetary ex- 
pansion in better proportion to overall economic growth. 


Monetary Policy Restrained by Payments Problem 


Monetary policy planners, predominantly the central bank, are 
faced with the dilemma of financing a needed expansion of the 
production apparatus without causing drains of foreign reserves 
or adding to the inflation. Money is thus kept both scarce and 
expensive, partly to prevent premature settlement of foreign cre- 
dit, and partly to curb domestic inflation. Selective credit 
restrictions, authorized by Parliament, have not yet been imposed, 
Since the central bank was able to work out voluntary credit li- 
mits with the danking system, particularly directed against con- 
sumer loans. Despite tightened credit ceilings, money supply 
rose by some 10 percent on an annual basis, mostly because of 
higher utilization rates of credits granted, but also reflecting 
foreign credit drawings. 


The hardest pressure on the credit market came from the building 
sector, where the financing of large volumes of new residential 
construction drove mortgage bond rates to record heights of 17-18 
percent. Recently, the central bank resumed open market support 
of bonds, on a limited scale, to prevent rates from climbing even 
higher. This step does not preclude a further increase in the 
official discount rate from the present 10 percent level, hence 
an increase in domestic bank rates, bringing them into better 
concert with the bond market and international rates. Hopes are 
that the market will ease later this year as building activity 
declines, but prospects are clouded. 


Price Rises, Unemployment Cause Labor Anxiety 


While the high rate of inflation in Denmark may, of course, be 
in part charged to world market developments--with imports at 
close to one-third of GNP, Denmark is extremely susceptible to 
outside influences--domestic cost rises carry a heavy weight. 
Following contractual cost-of-living wage escalation last March, 
the industrial payroll was 48 percent over the 1972 average, re- 
flecting 5 percent higher employment and hourly wage rises dur- 
ing the latest 12-month period of 32 percent. 





Although wage indexation recently has exercised a growing impact, 
the better part of the wage rise was caused by drift, i.e., in- 
dividually negotiated improvements which in wide industrial areas 
are legitimate under minimum wage contracts, Part of these wage 
gains are productivity-based, but workers have, in the tight la- 
bor market, also been able to demand additional wage improvements 
at the cost of rising unit costs of production, 


Despite the large wage rises, record-high even for Denmark, and 
because of the combination of tax progression and price rises, 
net benefits to workers have been rather limited, and radical 
union groups have recently exploited growing labor tension. At 
the same time, the slight rise in unemployment (less than 2 per- 
cent of the labor force was unemployed in May) has added to la- 
bor anxiety. Somewhat higher unemployment rates forecast for 
the latter part of 1974 will add, of course, to labor uneasiness, 
particularly in the hardest hit sectors, but may on the other 
hand also take some steam off wage pressures. 


Relative Business Optimism 


Probably inspired by the much better than expected results of the 
lst quarter this year, business turned relatively more optimistic 
in the second quarter, though without any commitment toward the 
longer term, In manufacturing, however, expectations pointed 
toward continued expansion of production and employment, supported 
particularly by improved export marketing. Some reduction of 
swelling inventories has been forecast. While investment programs 
were reduced early this year, some further expansion was, surpris- 
ingly, scheduled later. 


Conversely, the construction sector is not sanguine about the 
future. Although the decline in the lst quarter of 1974 was less 
pronounced than expected, and concentrated primarily in new housing, 
an overall decline in construction is forecast for the remainder 

of the year, The sector is coming down, however, from a very 

high level of activity. 


IMPLICATIONS FOR THE UNITED STATES 


Trade and Monetary Policy Upheld Despite Payments Crisis 


Dependent upon free access to international markets, Denmark has, 
throughout the post-war period, been an ardent advocate of liberal 
trade policies. As a member of the European Communities since 





January 1973, she has maintained this role within the limitations 
set by membership loyalties and obvious Danish interests in ex- 


isting EC arrangements, prominently the Common Agricultural Po- 
licy. 


The temporary import surcharge (from October 1971 to March 1973), 
despite comparisons to similar measures taken by other and larger 
countries, was sharply debated at home, both as a deviation from 
long-established policies and with respect to its usefulness. 
With its short-lived benefits proven by recent developments, the 
Danes will probably be even more reluctant than previously toward 
repeating such measures, While the selected excise tax measures 
adopted in May were to a large extent directed against imported 
goods, almost any "luxury" tax would have the same effect, given 
the significance of imported produce in the Danish market, 


Denmark's continued participation in the "little snake," the mo- 
netary cooperation among five EC countries plus Norway and Sweden, 
is directed both by community loyalty and self-interest. Although 
foreign exchange reserves have been preserved at a comfortable 
level, an international financial crisis could leave Denmark in 

a most sensitive position, Danish interests in the protection 
offered by international monetary solidarity naturally makes the 
country an active participant in any efforts toward an “orderly 
but flexible" monetary system globally. 


As a member of the OECD and later the EC, Denmark has gradually 
liberalized capital movements in and out of the country. Remain- 
ing restrictions relate primarily to the bond market, which plays 

a more dominant role domestically than in most other countries, 

and are directed less against foreign investment as suchthan against 
the inflationary dangers of abrupt shifts in domestic money sup- 

ply which might result. 


Price Factors Distort Trade Picture 


The very heavy price increases on many Danish imports tend to 
distort the real picture of trade developments this year. Dur- 
ing the first 4 months of the year, imports rose almost 50 per- 
cent in current prices but the volume of goods imported probably 
exceeded last year's level by less than 10 percent. Official 
forecasts have pointed toward import stagnation in 1974, quanti- 
tatively, A real increase of 5-10 percent seems more likely, 
however. Conversely, Danish exports may go up by 15 percent in 
volume and by twice that ratein actual cost. That a net dete- 
rioration of the Danish foreign trade account will result, is ge- 
nerally agreed, with oil accounting, of course, for the better 
part of the extra cost. 





The tendency toward faster growth of trade with EC than with third 
countries has become strengthened, to the disadvantage of the 
United States among others. An unusually sharp increase in other- 
wise low import values from Eastern European countries is directly 
related to fuel imports, both oil and solid. 


Varying Patterns in Trade with U.S. 


The general picture this year of Danish imports from the United 
States, expanding at little better than half the rate of overall 
imports, clouds actual developments both better and worse than 
average. 


While Danish imports of chemicals are up 70 percent this year, 
partly reflecting higher prices, U.S. sales rose less than 20 
percent. The loss of market was concentrated, however, in basic 
chemicals, reportedly due to failing American supplies of liquid 
ammonia, Also, Danish imports of various semi-manufactures continue 
to grow, but there is a drop in specific items imported from the 
U.S., particularly plywood, which in recent years had gained grounds 
in the Danish market. With the rather dim prospects for the build- 
ing sector at present, this development is not an unexpected, but 
hopefully a temporary, interruption which should not detract from 
longer term prospects. 


The activation in 1973 of industrial investment was reflected 

in a 34 percent increase in machinery imports. Despite positive 
market reports from selected areas, however, American exporters 
generally failed to take advantage of this situation and the va- 
lue of American machinery exports to Denmark in 1973 actually 
declined some few percent. 1974 looks somewhat better but American 
exports still do not follow pace. It would appear that American 
exporters are neglecting opportunities in this market. 


In electronic equipment, efforts are apparently more concerted-- 
or at least more successful--with a small market loss last year 
being fully regained this year. The market for automotive equip- 
ment showed heavy gains in both 1973 and early 1974, affected 

by high unit costs of individual items (aircraft and oil-drilling 
vessels). Viewed in the longer term, as this market must neces- 
sarily be, American equipment must be considered well established. 
The otherwise small market for automobiles of American manufac- 
ture, normally not able to compete with U.S. subsidiary produc- 
tions in Europe, recently has shown unexpected gains. Prior to 
the oil crisis, a clear tendency showed toward somewhat larger 
cars, and the possibility should not be excluded, in the longer 
term, of some growth of direct car exports. For the time being, 
however, the almost prohibitive, temporary increase in the auto- 
mobile tax will make most buyers postpone acquisition of new cars 
until next year. 
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The traditionally good market for American grain, dominantly corn, 
which was preserved throughout 1973, recently has become markedly 
weakened in competition with EC suppliers. Conversely, sales 

of fruits and vegetables, steady last year, unexpectedly doubled 
in 1974, mainly under the impact of heavy demands for canned pro- 
ducts. A somewhat reduced market for feedstuffs in 1973, affected 
by high prices and short supplies, shows recovery in 1974. Be- 
cause of high stocks, tobacco imports in early 1974 weve very 

low. It appears, however, that American tobacco is stiil suffer- 
ing a decline in its previously very favorable marke: pesition, 
The market for oilseeds is recovering from last year's decline, 
but with a slightly less dominant position for U.S. soybeans than 
before. 


Significant U.S. Export Possibilities 


It appears that there is a greater than average potential for 
increasing sales of the following items: 


03 Selected Fish Products 05 Fruit, Vegetables and Nuts 
58 Plastics 63 Plywood 

71 Industrial Machinery 72 Electrical Equipment 

73 Aircraft and Parts 86 Instruments 
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